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The Hungarian Economic Development 
and the Tasks of Co-operatives 
Katalin Babosik 
This paper intends to give a brief outline on the major features 
of economic reform in Hungary ; and to list the possiblities for co-
operatives to extend their activities. This second part is based on 
the research of Sandor Zsarnoczai, Director of Co-operative Research 
Institute in Hungary. 
The opennes of a country's national economy is determined by 
several factors. The most important among them is the geogra-
phical condition. Hungary has only few natural resources and 
therefore depends on foreign trade for nearly half of her national 
income. 
The following two factors are in close connection with each other : 
member-countries of an economic organization or association many 
times are related to certain political affiliations, and vice versa. 
After having been liberated in 1945 by the Soviet Union Hungary 
belongs to the CMEA (better known as COMECON), and had signed 
the Warsaw Treaty. 
After the Second World War the restoration of the country to-
gether with the starting of establishing a new social, economic and 
political system required a strong, centrally planned and controlled 
system. 
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However, in accordance with the changing tasks the reform of 
Hungary's entire economy began in 1968 with the abolishing of 
compulsory planning in favour of enterprise autonomy, and the 
transition to reliance on market signals like prices, interest rates 
and taxation policies to guide enterprise decisions. 
The medium term plans - which are to be set up from the 
bottom to the top-contain guidance and expectations which can be 
revised according to the changing conditions; Rather they are of 
rolling character always taking into consideration the last five years. 
As the enterprises are not prescribed what to produce, there is 
only one requirement, that is the product should meet international 
standards, to be able to be sold on the world market ; 
Competitiveness can be measured by prices therefore it is of vital 
importance to decrease govermep.t subsidy, and enlarge the range 
of application of free prices. So far the Hungarian price system 
applies fixed prices (to goods meeting basic need like staple food), 
price zone (to meet normal, general consumer demands) and free 
price (applied so far mostly to meet specific, or "luxury" demands. 
Since 1985 the main determining factors of prices are supply and 
demand, and price support-although not abolished entirely - had 
been reduced (on coal, electric energy, transport and postal services). 
Price controllers still have an important role in evaluating the "justi-
fiable" measure of costs. 
The increase of enterprise autonomy includes the free choice 
between foreign trading companies by which the product is to be 
marketed abroad, and in m~ny cases also the providing of direct 
foreign trading licence to the producers themselves. 
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As the emphasis is on the indirect control through the means of 
economic regulators, and at the same time goverment subsidy is t~ 
be reduced, some enterprises will go bankrupt. The capital should 
be drown out from companies producing continously losses and be 
transferred to more profitable ones. 
The banking system is renewed by the way of establishing the 
system of the ·National Bank and the network of commercial banks 
separating out the central banking and credit banking activities both 
carried out by the National Bci.nk before. 
Hungary is inviting foreign capital to invest in the country usual-
ly having a 50 or 51 % share from the joint venture's investment. 
A good example can be the construction industry where after 
winning the tenders new hotels are built mostly by Austrian con-
structors and from Austrian capital. 
After a slow down beginning in 1973 the economy today is in a 
new stage of reform and in a worsened domestic, and more diffi-
cult world economic situation the basic task is the quicker improve-
ment of efficiency achieved in an intensive way (with less work-
force and less capital, but with higher quality of work). A balanced 
market system ·is necessary in case of both the consumers' and 
production goods. 
The management system of the companies has changed a lot in 
case of st~te-run enterpr.ises as well. Board of directors, or 
"company councils" were set up where the workers are entitled and · 
requested to take part in decision-making, consulting about plan-
ning, running the enterprise and are responsible for the annual 
production results also by their decisions. It is the .council (or 
assembly) which names the director on a competitive basis with 
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several candidates competing and he/she is not any longer appointed 
by the supervising ministry. 
Lastly the emergence of small scale private enterprises in the 
Hungarian economy should be mentioned. This new idea is based 
to a great extent on the principles of co-operatives, and became 
soon wide-spread (small co-operatives, specialzed co-operative 
groups, economic working partnerships, in-company economic 
partnerships, and units of self-accounting and affiliate companies) ; 
Their existence embodies the will to invite the private capital into 
the bloodline of national economy, to activate it. 
As it is well-known, there are three types of ownership in 
Hungary: state (or in other word public) ownership, co-operative 
ownership (which is. another form of common ownership just it 
belongs to a smaller community) and private ownership, which has 
never been totally abolished in Hungary only limited to certain ex-
tent. 
For many years the existence of the latter two types of ownership 
was considered to be temporary only. Private ownership in various 
branches of economy has only a minor importance ; but the co-ope-
ratives have decisive role in many respects. Today they are con-
sidered to be equal with the state-run companies, acknowledging 
that they are not only a transitional form but public and co-opera-
tive ownership together in a peaceful and complementary co-exi-
stence will improve further to a desired communist ownership. 
Co-operation has a long history in Hungary as after the Rochdale 
principles had been set up in 1844, a year later in 1845 the first 
co-operative society was established in Oszombat, a credit society. 
Before the Second World War credit, diary and consumer co-opera-
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tive societies were mostly spread, and successful. After the libera-
tion in 1945, relatively late came into being the agricultural co-
operatives both voluntarily as a result of grass-root activities or by 
goverment action. Regardless to the beginning the agricultural co-
operatives are the most famous and successful co-operative societies 
in Hungary nowadays. 
In 1986 co-opratives employ about one third of total active earners 
in the country. They produce about 25 percent of Hungary's national 
income (GDP minus allowance for depreciation). The share of co-
operatives from the production value is as follows: industry 6 %, 
construction 17 %, agriculture 65 %, trade 36 %, and services 23%. 
The development of co-operatives was not uniform under the un-
favourable economic conditions (forced import restrictions, the obli-
gation to pay back increased external debts) which let to growing 
taxation, affecting nearly all economic organizations and reduced 
the resources for the· increase of production and for investments 
needed for higher efficiency. By 1985-86 for example co-operative 
farms have utilized a significant part of their reserves. 
In order to fulfill the current tasks of national economic policy, 
co-operative set the followin,g objectives: to produce commodities in 
small or medium series of excellent quality, appropriate to the 
character of co-operatives and with the aim of expanding domestic 
assortment; to increase the exportable commodity stocks and to 
expand the scope of production aiming at import substitution, an 
adequate meeting of the requirements of services needed by the 
population and by the enterprises; as well as to upgrade the back-
ground industrial activities. All these goals have to be achieved 
paralell with the endeavors, for rapid technical development. 
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According to a bit more 'theoretical' approach the scope of ope-
rati.on of co-operatives may remain partly the present area of ope-
ration and may partly extend to areas accessible like 
1) to the areas of production and services not characterized by 
automation. 
2) to fields where quickly changing needs have to be met; 
3) to fill 'gaps' left open by state industry, agriculture, trade 
and services ; 
4) to areas suitable to activate the money reserves of the popu-
lation. 
5) as an area for such useful activities of self-accomplishing, 
self-expression for the people for which the system and insti-
tutions of state organization do not provide an opportunity. 
